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“suBstantive plan” rather than the “writsen p.an",
Under the Exposurze Drafs which tejuized she “writte:r
plen®, employers would Be able £o sssume Snly re ser=:
88 ptesently sci forth {n thei: respective plirns.

. Kewever, in plain language, companies 8re now resu:ses

under FAS 106 to accrue & Best estimate for sneir FBCP
obligation. MBecsuse of the axtended pericd {or
projecting PROP Densfits, it is Righly unlikely sma: :re
plen., as wristean, will cemain unchanged over thas ens:re
peried. '

Did Pacific seflect the substantive plar in its PSOP
liabilic: csaleulation?

Yes. 1In Pacific's case, the company has negotiates g
medical contribution cap for retiree bensfits Bdeginning
with contributions due on or aftes Januaty 1, 199 {2
pacrticipants who retire on or after Janusty 1, 1991,
However, the provisions of the written plan do not
ptovide for any inflationacy 163:‘::03 for futuse
years. Therefors., pursuant to tas'xo|°s substantive
plen conceps. Pasific estimated its futucte obBligation
hata. realistic projections of future azpense.

Aze Pecifie’s substantive plan assumptions reasenatle

and appropriate? ‘
Yes. Pacific resliges that there may be adjustments
made in futuce periods. The use Of the substintive p.in

.‘,-
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TOTAL COMPANY PAY-AS-YOU-GO AS COMPARED
T AS 1

An analysis was performed by AT&T that shows that several companies
(Ameritech, BellSouth, NYNEX (utilizing its low-end estimate), and SNET) are
incurring a high percentage of their overall projected SFAS 106 expense currently
through cash pay-as-you-go expenses; this tends to show that their OPEB
assumptions are closely related to actual experience and, conversely, that the
other LECs' assumptions above pay-as-you-go levels may be due to generous plan
assumptions and liberal actuarial parameters. GTE was excluded from this analysis
because 1t did not identify either its total company or interstate 1993 SFAS 106
1iability; GTE identified only its incremental interstate OPEB 1iability. 1In
addition, Bell Atlantic was excluded from this analysis, because it did not
distinguish pay-as-you-go expenses (claims paid to retirees) from previously
recognized amounts (funds set aside in a VEBA trust). AT&T urges the Commission
to obtain these data from GTE and Bell Atlantic and include them as part of this
analysis.

AT&T has taken each of the LEC's total company 1993 SFAS 106 1iability
and split it between (1) claims paid to current retirees (pay-as-you-go expense)
and (11) the remaining portion, the incremental OPEB 1i{ability. For Ameritech,
Bell1South, NYNEX (utilizing its low-end estimate), and SNET, the current
pay-as-you-go experience is an amount equal to approximately 44% to 71% of the
total company 1993 SFAS 106 1iability. In contrast, other companies (Pacific,
NYNEX (utilizing 1ts high-end estimate), Rochester, Southwestern Bell, United and
U S WEST) are only currently incurring approximately 19% to 33% of their total
company 1993 SFAS 106 1iability as current claims paid to retirees. AT&T
recognizes that a minor portion of this variation is attributable to the use .of
VEBA trusts. However, the analysis again suggests to AT&T that those LECs which
are only incurring 19% to 33% of their total liability as current claims may be
using generous plan assumptions (e.g., limited or no capping of the plans,
substantive plan commitments utilized in SFAS 106 1iability calculation, and
liberal assumptions in actuarial models).

a (2) (3)=(1)Tess(2)
Total Company Claims Paid to
1993 SFAS 106 Retirees % Incremental %
Liability Pay-As-You-Go of OPEB of
($0005) Expense  Total Liability  Total
Amer 1 tech $384,089 $168,243 44 $215,846 56
Bel1South‘?’ 210,000 149,500¢®’ 7 60,500 29
NYNEX Clow estimate) 372,342 193,618¢C’ 52 178,724 a8
NYNEX (high estimate) 584,578 193,618 33 390,960 67
Pacific 402,505 121,486¢B’ 30 281,019 70
)

Rochester 21,509 4,146 19 17,363 81
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SNET 41,300 26,000 63 15,300 37
Southwestern Bell 426,502 126,684(8> 30 299,818 70
United 78,361 15,609 20 62,752 80
U S HEST 404,647 _121,609 30 283,038 70
Totals (excluding 2,341,255 926,895 40 1,414,360 60

Bell Atlantic
and GTE; assumes
NYNEX low-end
estimate)

NOTES:

(A) AT&T recognizes that the substantial contributions that BellSouth has made to

(B

©

(D)

fts VEBA trusts significantly reduce its overall SFAS 106 obligation and serve
to explain its 71% pay-as-you-go expense as a percent of its total company
1993 SFAS 106 1iability.

1992 pay-as-you-go amounts were utilized for BellSouth, Pacific (including
Nevada) and Southwestern Bell, because these companies appear not to have
inctuded any 1993 pay-as-you-go amount projections in their filings.

NYNEX's low estimate, which assumes an employer cap on non-management health
care costs fixed at the 1995 level, was utilized here. AT&T also assumed
NYNEX will adopt SFAS 106 on 1/1/93. $52.0 miliion interstate total
pay-as-you-go amount was grossed up to a $193.6 million total company level
utitizing a 26.857% interstate ratio developed in the same manner as described
in Appendix E, p. 3, note (C).

Rochester's (including Vista's) $0.8 million interstate total pay-as-you-go
amount is grossed up to a $4.1 million total company level utilizing a 19.536%
interstate ratio developed in the same manner as described in Appendix E,

p. 3, note (C).
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The preliminary Health Cost Index trends for January 1992 are now available. Estimates for the
full quarter ending March 1992, as well as regional trends, will appear in the July 1992 Health
Cost Index Report. The changes in the 1-month, 3-month, and 12-month average indices for
December 1991 and January 1992 compared to one year ago are as follows:

B)

| 1-Month -Month 12-Month
December 1991 13.0% 9.7% 9.7%
January 1992 10.0% 9.5% 9.7%

Trends remain at their lowest level since the 1st quarter of 1986. This stability is due to
movement in the 3-month moving average trends which continue to fluctuate below 10%. As a
result, the 12-month moving averages have moved towards this level. The 1-month trends in
December and January are somewhat higher, probably attributable to the strong influenza season
this year. Economic growth in early 1992 may cause trends to move higher in the future. A
graph of recent Health Cost Index trends is shown below:
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The Health Cost Index is designed to measure the average rate of increase in medical care costs
for the non-Medicare population. The index measures the impact of changes in prices (net),
utilization, and mix/intensity for a typical CMM plan with $250 deductible. The index does not
reflect adverse selection and non-Medicare cost shifting often experienced by many insurers.
Please direct any inquiries or comments to Michelle Lynn Owens at the following address:

The Health Cost Index Report
Milliman and Robertson, Inc.
259 Radnor-Chester Road, Suite 300

A Radnor, Pennsylvania 19087
N (215) 687-5644

Milliman & Robertson, Inc., 259 Radnor-Chester Road, Suite 300, Radnor, PA 19087-5260 (215) 687-5644
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CERTIFICATE OF SERVICE

I, Ann Marie Abrahamson, hereby certify that a
true copy of the foregoing "AT&T Opposition to Direct
Cases"” was served this 1st day of July, 1992 by first
class mail, postage prepaid, on the parties listed on the

attached service list.

Ann Marie Abrahamson

July 1, 1992



SERVICE LIST

Floyd S. Keene

Barbara J. Kern

Ameritech Operating Companies
Room 4HS88

2000 West Ameritech Center Drive
Hoffman Estates, IL 60196-1025

Leslie A. Vial

Sherry F. Bellamy

James R. Young

Bell Atlantic Telephone Companies
1710 H Street, N.W.

Washington, D.C. 20006

William B. Barfield

M. Robert Sutherland
BellSouth

Suite 1800

1155 Peachtree Street, N.E.
Atlanta, GA 30367-6000

Richard McKenna HQE03J36
GTE Service Corporation
P. O. Box 152092

Irving, TX 75015-2092

Gail Polivy

GTE Service Corporation
Suite 1200

1850 M Street, N.W.
Washington, D.C. 20036

Mary McDermott

Campbell L. Ayling
Joseph Di Bella

NYNEX

120 Bloomingdale Road
White Plains, NY 10605

James P. Tuthill

John W. Bogy

Pacific Bell/Nevada Bell

Room 1530-A

140 New Montgomery Street
San Francisco, CA 94105

James L. Wurtz

Pacific Bell/Nevada Bell

1275 Pennsylvania Avenue, N.W.
Washington, D.C. 20004

Josephine Trubeck
Michael J. Shortley III

~ Rochester Telephone Corporation

180 South Clinton Avenue
Rochester, NY 14646

Linda D. Hershman

Vice President-External Affairs

The Southern New England
Telephone Company

227 Church Street

New Haven, CT 06506

Durward D. Dupre

Richard C. Hartgrove

Thomas A. Pajda

Southwestern Bell
Telephone Company

Room 2114

1010 Pine Street

St. Louis, MO 63101

Jay C. Keithley

United Telephone Companies
Suite 1100

1850 M Street, N.W.
Washington, D.C. 20036



Martin T. McCue
Linda Kent
United States
Telephone Association
Suite 800
900 19th Street, N.W.
Washington,m D.C. 20006-2105

Craig T. Smith

United Telephone Companies
P. 0. Box 11315

Kansas City, MO 64112

Lawrence E. Sarjeant

James T. Hannon

U S WEST Communications, Inc.
Suite 700

1020 19th Street, N.W.
Washington, D.C. 20036



